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C7. CHAPTER 7

COST ESTI MATI NG PROCEDURES

Cr.1. OVERVI EW
Cr.1.1. Gener al .

Cr.1.1.1. As previously stated, the objectives of
reports managenent are to ensure that needed information is
provided to Agency officials at the right tinme, in the best
format, and at the | owest possible cost. As in managi ng any
project, it is necessary to know the costs associated with an
i nformation requirenent.

C7.1.1.2. Managenent needs cost estinmate information to
determne if the expected value of the information is worth the
cost of collecting it. The costing nethods provided in this
chapter are used to conpute the costs for the collection of
information. They are used for estimating DoD internal,

i nteragency, and public information requirenents.

C7.1.1.3. Each Conponent shall rmaintain supporting
docunent ati on and cost estimating worksheets for all information
requi renents. Supporting docunentation and wor ksheets for al
cost estimates nust be available for GSA review. GSA review may
i nclude the appropriateness of the costing nethod selected by the
agency. Information requirenent cost data shall be updated every
three years upon reinstatenent of the information requirenment or
whenever a substantial change in the information requirenent
occurs.

Cr.1.2. Scope.

The costing nethods defined in this chapter apply to DoD
costs associated with satisfying DoD public information, DoD
internal and interagency requirenents. These nethods describe
the preparation of routine cost estimtes only. Ful
cost/benefit anal yses are not addressed in this Mnual.

Cr.2. COSTI NG ALTERNATI VES

Cost estimates are needed for managenent to determine if the
expected value of the information is worth the cost of obtaining
it. OSD Conponents shall select the nost appropriate costing
alternative and costing nethod for preparation of the reporting
cost estimates.
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Cr.2.1. Pilot Testing. Pilot testing estimtes are based on
actual costs collected. Pilot testing estinmates shall be used
for high-cost reporting networks, full-scale automated systens,
dat abases containing a | arge nunber of data el enents, new data
col l ection systens, or when respondent costs are needed for
budget purposes.

Cr.2.2. Factoring. Factoring estimates are based on actual
costs previously collected for a conparable report. Factoring
estimates shall be used when there is nediumto | ow cost
reporting, the estimate is based on a revision to or reinstate-
ment of a previously estinmated report, there is a high degree of
experience with conparable reports nade by the sane (one or a
limted nunber) of responding agencies, or the costs are easily
conpared with actual costs for a simlar information collection
by an experienced estinmator.

Cr.2.3. Sanpling. Sanmpling estimates are based on a
representative selection of respondi ng Agencies. Sanpling shal
be used when there is low to high-cost reporting, a |arge nunber
of respondents, or new reports.

Cr.2.4. Technical Estimates. Technical estimtes are
estimates based on experience. Technical estimtes shall be used
when there is | owcost reporting, nore detailed costing waived by
GSA, one-tinme reports, or a limted nunber of respondents.

Cr.3. COSTI NG ACCURACY

C7.3.1. The inportance of the cost estinmate to managenent
shall have a direct relation to the degree of accuracy required
in preparing the estimate.

C7.3.2. Managenent normally is nore concerned with the
accuracy of cost estimates in the case of a high-cost, recurring
report than in the case of a relatively | owcost, one-tine
report. Wen the benefits of a report are not clearly and
substantially greater than probable costs, greater precision is
necessary in order to permt a valid cost to benefit eval uation.

Cr. 4. COSTI NG METHODS

C7.4.1. Routine Cost Estimate. DoD public information,
internal, and interagency information requirenents require cost
estimates to be prepared using the appropriate costing
alternatives and accuracy |levels described in the previous two
sections. The procedures of this chapter address the preparation
of routine cost estinmates.
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Cr.4.2. Full Cost/Benefit Analysis. |[If an information
collection or systemis considered to be "major" by the Cl O or
Representative of the DoD Conponent sponsoring the reporting
activity, a full cost/benefit analysis, instead of a routine cost
estimate, is required. DoD Instruction 7041.3 (reference (ab)),
or other appropriate guidance, shall be followed in the devel op-
ment of the full cost/benefit analysis. The procedures for
perform ng these anal yses are quite broad, vary considerably
anong conponents, and are not covered in this Manual.

Cr.5. EXCLUDED COSTS

There are two kinds of costs that should be excl uded when
estimating the costs of a reporting system

C7.5.1. Feeder reports when the feeder can exist wthout the
reporting system and

C7.5.2. Reports that are integral to an organization's
function and that would continue if the reporting requirenent did
not exist.

Cr.6. COST ESTI MATI NG PROCEDURES

The steps required to develop a cost estinmate are as foll ows:

Cr.6.1. Use Optional Form (OF) 101, "Sunmary Worksheet for
Estimating Reporting Costs," (See figure C7.F1.) to consolidate
t he cost dat a.

C7.6.2. Collect the cost data using one or nore of the
costing alternatives described in paragraph C7.2., above.

C7.6.3. Goup the cost data by the foll ow ng reporting
activities (devel opnental, operational, and user). Qccasionally,
not all of these activities will apply and in sone cases
additional activities nmay be necessary.

C7.6.3.1. Devel opnental activity is work on new reports
or nodification of existing reports. Modifications made to
feeder reports should be included in the devel opnental costs.

C7.6.3.2. (Qperational activity is on-going work, such as
data coll ection, processing, and transm ssion.

C7.6.3.3. User activity is work performed by the office

that inposed the information requirenment. It includes activities
such as review ng, refining, analyzing, and docunenting.
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C7.6.4. Categorize the cost data by the follow ng types of
resources used (direct personnel costs; overhead costs; direct
equi pnent, materials and supplies costs; and other direct costs).
Expl anations for each are as foll ows:

Cr.6.4.1. Drect personnel costs are the costs of | abor
used in the reporting activity plus the cost of fringe benefits.
Labor cost is conmputed by multiplying the hourly rate of the
personnel doing the job by the nunber of hours on the activity.
To determine the hourly rate, divide the enployee's annual salary
by 2,087 which is the standard nunber of working hours in a year.
Fringe benefit costs are conputed by multiplying a fringe benefit
factor by the cost of labor. A fringe benefit factor can be
provi ded by the conponent's budget office. Alternatively, a
factor of 0.26 (26 percent) may be used.

C7.6.4.2. Overhead costs are the direct personnel costs
mul tiplied by an overhead rate for the office. This rate
typically runs from25 to 100 percent. |If the overhead rate is
known, it may be used directly, and paragraph C7.7.2., bel ow
applies. Oherw se, the overhead rate should be conmputed as
fol |l ows:

Cr.6.4.2.1. Conpute the total overhead (i.e.,
indirect cost) by summ ng the cost of salaries and fringe
benefits for supervisory, clerical, and technical personnel,
supplies, space, utilities, telephone, and other common itens.
Ensure that only those costs which apply to interna
organi zational activities (i.e., overhead operations) are
i ncl uded and not production activities. Do not include in this
conputation that portion of supervisory, clerical, and personnel
salaries and fringe benefits that are involved in the direct
production (direct costs).

Cr.6.4.2.2. Conpute the direct m ssion cost by
subtracting the total overhead cost fromthe office's total
annual budget.

Cr.6.4.2.3. Conpute the overhead rate by dividing
the total overhead cost by the direct m ssion cost. For exanple,
if the overhead cost including salaries, fringe benefits,
supplies, space and utilities is $100,000 and the office's annual
budget is $250,000, then the m ssion cost is the annual budget
| ess the overhead cost which is $150,000. The overhead rate then
woul d be the total overhead cost divided by the direct m ssion
cost ($100, 000/ $150,000) resulting in an overhead rate of 0.67.

If the total direct personnel cost for this reporting activity is
$10, 000, then the overhead for this reporting activity cost would
be $6, 700 ($10, 000 x 0.67).
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C7.6.4.3. Direct equipnment, material, and supply costs
i nclude the actual cost of equipnment directly applied to the
information requi renent and all associated material and supply
costs which can be attributed directly to the requirenent.

C7.6.4.3.1. Equi pnent costs include acquisition,
mai nt enance, transportation, and installation. To conpute the
equi pnent costs, prorate its actual cost over all its uses and
anortize this cost over the equipnent's |ife expectancy. For
exanple, if a conputer costs $100, 000 and 10 percent of the tine
it is used for the information requirenent at hand, the prorated
cost would be $10,000. Assum ng the expected life of the
conputer is five years, for exanple, the annual anortized cost
woul d be $2, 000.

C7.6.4.3.2. Direct material and supply costs are the
actual costs of these itens used for the information requirenent
being estimated. Exanples are paper, ribbons, fornms, and other
i tens.

C7.6.4.4. (Oher direct costs are costs other than direct
equi pnent, material, and supply costs. These costs consist of
pur chased services or activities for which fees are charged.
Enter the cost information on the OF 101 and cal cul ate the
devel opnental costs (ltem5(f)), Operational Costs for One Report
(Item9(f)), Annual Operational Costs (ltem 10(f)), User Costs
for One Report (lItem 13(f)), and Annual User Costs (ltem 14(f)).

Cr. 7. SAWVPLE COST ESTI MATE

The purpose of this section is to present a conplete exanple
of a cost estimate prepared for a new reporting system It
utilizes the OF 101, "Summary Worksheet for Estimating Reporting
Costs,"” and inplenments the costing nmethods described in paragraph
Cr.4., above. For this exanple, assune that there is one report
per year. |If there are four reports per year, for exanple, the
cost elenents in "Qperational Costs" (Colums (a) through (e) of
the OF 101) and "User Costs" (Columms (a) through (e) of the OF
101) are each divided by four.

C7.7.1. Hourly Rate. Gven the sanple GS grade and sal ary
data as shown bel ow, conpute the average hourly |abor rate for
each GS grade involved in the devel opnment of the reporting
activity.

GS G ade Sal ary Hourly Rate
13/ 1 $51, 003 $24. 52
12/ 1 42, 890 20. 62

7/1 24,178 11. 62
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Cr.7.2. Direct Personnel Costs (Colum (a), OF 101). Using
the rates determned in the preceding step, and the estinmated
| abor hours by GS grade to acconplish the devel opnent,
operational, and user activities associated with the reporting
activity, and a fringe benefit factor of 26 percent, conpute the
di rect personnel costs and enter themin the appropriate itens
under Columm (a) of the OF 101.

Labor Fringe Hourly Tot al
Hour s Benefi t Rat e Cost
Developmental Costs
Specification GS 13 8 hrs x 1.26 x $24.52 = $ 247.16
GS 12 1 hr Xx 1.26 x $20.62 =$ 25.98
$ 273.14
Anal ysi s GS 13 16 hrs x 1.26 x $24.52 = $ 494.32
Desi gn GS 12 16 hrs x 1.26 x $20.62 = $ 415.69
I nstallation GS 12 40 hrs x 1.26 x $20.62 = $1039.24
Operational Costs
Data Collection GS 7 4 hrs x 1.26 x $11.62 =$ 58.56
Data Processing GS 12 2 hrs x 1.26 x $20.62 =$ 69.22
User Costs
Anal yzi ng GS 12 16 hrs x 1.26 x $20.62 = $ 415.69
Presenting GS 13 40 hrs x 1.26 x $24.52 = $1235.80
Docunent i ng GS 7 8hrs x 1.26 x $11.62 = $ 117.12
$1352. 92
C7.7.3. Total Overhead Cost. |If an overhead rate for the

organi zations involved in the reporting activity are not
avai |l abl e, one nust be conputed. The first step in nmaking such a
conputation is to total all overhead costs. Using the exanple
data bel ow, the total overhead costs are found to be $1, 286, 000
as follows:

Itens Over head Costs

Sal ary and Fringe Benefits
Super vi sory $770, 000
Cl erical / Techni cal 180, 000
Suppl i es 145, 000
Tel ephone and Common Itens 98, 000
Space and Uilities 93, 000
Total Overhead Costs $1, 286, 000
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Cr.7.4. Total Mssion Cost. To arrive at m ssion cost,
subtract overhead costs fromthe budget of the organizations
involved in the reporting activity. Using the exanple data
bel ow, the m ssion cost is found to be $1, 948, 000.

Tot al Budget $3, 234, 000
Total Over head Cost -1, 286, 000
Total M ssion Costs $1, 948, 000

Cr.7.5. Overall Overhead Rate. The overhead rate would thus
be conputed as foll ows:

$1, 286, 000/ $1, 948, 000 = 0. 66

C7.7.6. Specific Overhead Costs (Colum (b), OF 101). The
over head cal cul ations for the OF 101 are obtained by taking the
di rect personnel costs found in paragraph C7.7.2., above, and
mul ti plying them by the overhead rate (0.66 in the exanple). The
cal cul ations are as foll ows:

Devel opnent Cost Over head Cost
Speci fication ($ 273.14 x 0.66) = $ 180. 27
Anal ysi s ($ 494.32 x 0.66) = $ 326.25
Desi gn ($ 415.69 x 0.66) = $ 274.36
Install ation ($1039.24 x 0.66) = $ 685.90

Oper ati onal Cost
Data Col |l ection ($ 58.56 x 0.66) = $ 38.65
Dat a Processi ng ($ 69.22 x 0.66) = $ 45.69

User Cost
Anal yzi ng ($ 415.69 x 0.66) = $ 274.36
Presenti ng ($ 235.80 x 0.66) = $ 815.63
Docunent i ng ($ 117.12 x 0.66) = $ 77.30

$ 892.93

These figures can now be entered into Colum (b) of the OF 101.

Cr.7.7. Drect Equipnment Costs (Colum (c) of OF 101).
Assune there is a conputer with associ ated peripherals that wll
be used 20 percent of the total available time on the machine
during the devel opnment of the reporting systemthat wll take
| ess than one year to acconplish. During the operational phase
of reporting, 10 percent of the total tine available on the
conputer shall be used by the reporting activity being estinmated
on the OF 101. The equi pnent was purchased for $95,000 two years
ago, has three years of useful life renmaining, and has $1, 000
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annual nai ntenance costs. Conpute the equi pnment costs as
fol | ows:

Annual Anortized Conmputer Cost = $95,000 / 5 = $19, 000
Annual Conput er Mi ntenance = $ 1,000
Total Annual Conputer Cost = $20, 000
Prorated Cost of Devel opnent = $20,000 x .2 = $ 4,000
Prorated Annual Operating Costs = $20,000 x .1 = $ 2,000

The entry would be $4,000 in Item4(c) of the OF 101 and $2, 000
inltem7(c)

C7.7.8. Direct Material Costs (Colum (d), OF 101). Assune
that $1,000 worth of pre-printed forns nust be purchased each
year to acconplish the data collection. Enter $1,000 in Item
6(d) of the OF 101.

C7.7.9. Oher Direct Costs (Colum (e), OF 101). Assune
that a contractor was hired to do the design and installation of
the reporting systemand these costs were $67, 000 and $43, 000,
respectively. |In addition, a contractor is paid $48, 000 per
annumto do the data collection. Enter $67,000 and $43,000 in
Itens 3(e) and 4(e), respectively, and $48,000 into Item6(e).

C7.7.10. Final Totals. Determne the total costs in Itenms 5,
9, and 13 of the OF 101 by adding the appropriate entries in
Colum (f). Conpute Itenms 10 and 14 by nultiplying Itens 9 and
13 by the nunber of reports per year.

Cr.7.11. Sanple OF 101. A conpleted OF 101 based on the
foregoing exanple is shown in Figure C7.FLl.

Cr.8. OIHER METHODS

Any forms, nmethods, or shortcuts which DoD Conponents nmay
devi se in docunenting information requirenents are likely to be
acceptabl e routine cost estimates if they adhere to the foll ow ng
st andar ds:

C7.8.1. Devel opnental, operational, and user costs and
related reporting activities are consi dered;

C7.8.2. Accepted sanpling nethods are used;
C7.8.3. The full range of resources expended in reporting

are included in estimates of reporting costs (i.e., personnel,
overhead, materiel, equipnent, and others);
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C7.8.4. Estimates of reporting costs are based on the
resources required to be consuned in the reporting system being
estimated rather than upon the net additional resources required
by an organi zation in the reporting;

C7.8.5. Estimates of personnel costs include the salary of
an enpl oyee's non-productive tine as well as their productive
time and al so includes the costs to the Governnent for insurance
and retirenent plans;

C7.8.6. Estimates of the equipnent costs of reporting are
based on a pro rata share with other uses nade of the equipnent;

C7.8.7. Certain basic work operations of an organi zation and
certain feeder reports, while essential to a particular reporting
requi renent, are independent reports in the sense that they would
continue to exist even if the information requirenent were to be
di sconti nued. Such independent operations and feeder reports are
excluded fromthe estimated costs of the reporting requirenent;
and

C7.8.8. Shortcuts for estimating reporting costs may be used

to reduce the expense of estimating if they provide an adequate
degree of reliability, validity, and accuracy.
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